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Abstract
The article deals with aspects of the accounting reform of public finance. There are two different accounting principles - accrual 
approach and cash approach.
The main objectives of the research was to find out the shortcomings in the public sector accounting legislation especially in the 
case of depreciation of assets.
The pilot survey was conducted on the basis of a semi-structured interview with municipality representatives.
The interviews conducted in the pilot part of the survey revealed that the municipalities criticized the fact that the principle of 
prudence is not being exercised in accounting, especially when it comes to depreciation of assets. In this respect, some areas of 
problems have been identified: small long-term property cannot be depreciated and the rules for selecting the method of property 
depreciation and preparing the depreciation policy are rigid.
© 2015 The Authors. Published by Elsevier Ltd.
Peer-review under responsibility of Kaunas University of Technology, School of Economics and Business.
Keywords: Accrual principle; Principle of prudence; Accounting reform; Municipality; Public finance.
Introduction
An accounting reform of public finance was initiated at the beginning of the 2010s. The need arose to respond to 
an increase in the pace of the overall indebtedness of the Czech Republic, to which the indebtedness of local 
government (municipalities and regions) contributes significantly. At the end of 2013, the total debt of municipalities 
and organizations subsidized by municipalities in the Czech Republic was CZK 92.2 billion. (Ministerstvo financí,
2014) At the end of 2002, the total debt of municipalities was considerably lower CZK 55.8 billion.
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In 2013, 3, 239 municipalities out of 6, 248 were in debt, which is more than one half (51.8 %) of the total 
number of municipalities.  The debt of voluntary groupings of municipalities at the end of 2013 was the same as in 
the previous two years – CZK 2.5 billion. The debt of higher self-governing territorial units, i. e. the regions, and 
organizations subsidized by regions at the end of 2013 was CZK 26.8 billion. (Ministerstvo financí, 2014) The total 
debt of regions increased.
The debt of Regional Councils of Cohesion Regions decreased in 2013 by CZK 91.7 million, which represents, at
CZK 33.8 million, a 73.1 % decrease in comparison with 2012 (Ministerstvo financí, 2012).
The debt of self-governing territorial units, in particular municipalities, represents a serious problem, because 
amongst other reasons, the total number of municipalities in the Czech Republic increases steadily. The greatest 
increase in the number of municipalities occurred between 1990 and 1991 – from 4100 to 5768. From 1991 until the 
SUHVHQW WKH QXPEHU RI PXQLFLSDOLWLHV KDV LQFUHDVHG E\ DQRWKHU  ýHVNê VWDWLVWLFNê ~ĜDG , 2015). The 
characteristics of a municipality include, apart from the territorial base, personal base, legal personality, and the right 
of self-government, also the economic base (KDGHþND,2009). Naturally, the rise in the number of municipalities leads 
to an increase in their administration costs and reduces their investment potential (Pernica, 2014).
Accounting policies and principles are the basis of accounting. There are two different accounting principles -
accrual approach and cash approach. Simplified bookkeeping is characteristic of the cash approach. Its main feature 
is the recording of transactions only if cash is received or paid. This accounting principle was used by local 
governments until the initiation of the accounting reform. Cash accounting is outdated today. The main reason for 
the transition to accrual accounting is the need to obtain comparable and reliable information on the economic 
situation of the accounting entity (Schinderova,2010). However, accounting policies and principles used in the 
private sector have not been fully transferred to the public sector accounting. The method of their application and 
implementation is still significantly different from business accounting, especially in the case of valuation of assets, 
creation of provisions, reserves and accruals. (PURNĤSNRYi, 2013). This begs the question: Which shortcomings of 
the accounting reform find out the municipalities as the most important?
As part of work on the problem, a quality survey was conducted on a sample of five municipalities located in the 
South Moravia Region of the CR. 
The research purpose was to find out the views of the municipality representatives on the harmonization of 
accounting legislation governing municipalities and entrepreneurs, with the objective of specifying the survey 
questions and the questionnaire content and preparing it for the main part of the survey.
The main objective of the article is to find out the shortcomings in the public sector accounting legislation which 
is the most significant for self-governing territorial units. Another important goal of this paper is to compare 
accounting legislation foe entrepreneurs and for self-governing territorial units in case of depreciation of assets and 
propose legislative changes of accounting of self-governing territorial units. Similar comparison of accounting 
legislation does not exist. The reform of accounting of self-governing territorial unit is still in progress. 
Logical methods are used to process the paper. In particular, induction and deduction, analysis, synthesis, and 
comparison. The pilot survey was carried out on the basis of a semi-structured interview.
1. Pilot survey
The sample contained municipalities with populations of different sizes. In the Czech Republic, 75% 
municipalities have a population of less than 1000 people. The municipalities in the survey included also towns 
(minimum population of 3, 000) and statutory towns (a statutory town may be divided into town parts). 
Table 1: Basic information on the population of the municipalities taking part in the survey
Number of 
municipalities
Population
1 1000
1 3000
2 10000
1 40 000
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The pilot survey was conducted on the basis of a semi-structured interview with municipality representatives, 
predominantly accountants and financial committee representatives.
The interviews conducted in the pilot part of the survey revealed that the municipalities criticized the fact that the 
principle of prudence is not being exercised in accounting, especially when it comes to depreciation of assets. The 
representatives of municipalities told me that the problem of depreciation of assets is for them one of the most 
important, because it affects their investment decisions and preparation tender based on public procurement act. In 
this respect, three areas of problems have been identified: small long-term property cannot be depreciated and the 
rules for selecting the method of property depreciation and preparing the depreciation policy seem to be very rigid. 
Another problem mentioned by the municipality representatives in connection with the fulfillment of the prudence 
principle is that the current legislative provisions concerning adjusting entries burden the municipalities, especially 
the small ones, with the accounting of claims worth thousands, or tens of thousands of crowns.
2. Accounting principles
Accounting principles represent a collection of rules followed by accounting units in bookkeeping and financial 
statement preparation. Accounting principles are based on bookkeeping traditions and are only partly codified. One 
of the most important accounting principles related to the subject of the paper is the principle of prudence which says 
that all expected losses as well as risks and devaluation of assets must be accounted for, even if they have not yet 
occurred (par. 2 §24 Act No. 563/1991 Coll.).
In practice, the principle of prudence is exercised through valuation based on the principle of historic prices, 
depreciations, creation of adjusting entries, and creation of reserves (MiþH, 2012).
In practice, the above-mentioned accounting principles should be exercised in such a way that the principle of 
true and fair picture of the object of accounting and the economic position of the accounting unit is complied with 
(§7 Act 563/1991 Coll.).
The accounting reform of public finance in the Czech Republic brings about an improvement in the fulfillment of 
accounting principles in the accounting of public administration organizations (Otrusinová, 2011). Nevertheless, 
there are still essential differences in the valuation, accounting and recording of accounting transactions in financial 
statements and books, as compared with the private sector. Significant differences persist especially in the 
application of instruments of the prudence principle, in particular in the area of property depreciation.
2.1. Depreciation of long-term tangible assets
Book depreciation of long-term tangible assets fulfills two functions. On the one hand, it represents an instrument 
for exercising the principle of prudence in that it reflects the gradual decrease in the value of the assets, on the other 
hand, execution of the depreciation has an effect on whether the accounting, or the financial statement, provides a 
true and fair picture of the object of accounting and the financial situation of the accounting unit. 
Act No. 563/1991 Coll. on Accountancy provides a basis for the legal regulation of book depreciations of assets. 
According to this Act, which provides a very general framework for this area of accounting, applies to accounting 
units which are entrepreneurs and also to accounting units which are organizations of public administration 
(organizational components of the state, self-governing territorial units, groupings of municipalities and Regional 
Councils of Cohesion Regions, subsidized organizations, and state funds).
Specific procedures for the depreciation of assets regarding, for instance, who has the right to write off assets, 
what assets may be written off, the principles and course of depreciation, depreciation policies, methods for 
calculation of depreciations and their accounting, are regulated by legislation differently for entrepreneurs and for 
organizations of public administration. Entrepreneurs follow Regulation No. 500/2002 Coll. and the Czech 
Accounting Standards for Entrepreneurs, in particular the Czech Accounting Standard No. 013. Organizations of 
public administration follow Regulation No. 410/2009 Coll. and the Czech National Standards for “non-
entrepreneurs”, in particular the Czech National Standard No. 708. 
The table below compares the main differences in the depreciation of assets for entrepreneurs and for 
organizations of public administration in compliance with the above-mentioned legislation.
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Table 2: Differences in Depreciation of Assets for Entrepreneurs and Organizations of Public Administration
Accounting units- entrepreneurs Accounting units – non-entrepreneurs
Who has a right to write off assets Owner of assets; entity with a right to 
manage the assets
Owner of assets; entity with a right to 
manage the assets
Tenant -
Division of assets for purposes of 
depreciation
Long-term intangible assets and technical improvement upon assets
Long-term tangible assets and technical improvement upon assets
Mineral deposits
Small long-term tangible assets
Emission allowances and preference limits
-
Basic principles of depreciation Assets are written while they are in use.
Assets are written off up to the amount at which they are valued in the accounting.
Rounding off depreciations Depreciations are rounded up to the nearest crown
Start of depreciation Depreciation starts in the month which follows after the month in which the assets were 
used for the first time.
Accounting and tax advisors admit an 
interpretation of the legislation which says 
that an entrepreneur has a freedom in 
compiling the depreciation policies and 
may begin writing off the assets 
immediately after putting them into 
operation (Dergel, 2010).
-
Methods of depreciation Selection of depreciation method is up to 
the accounting unit. 
Deprecation may be time-related or 
performance-related. 
In time-related depreciations, it is up to the 
accounting unit to determine the estimated 
time of how long the assets will be used 
(on individual basis).
Simplified, uniform, performance, 
component depreciation. The selection of 
depreciation method is regulated by the 
Czech Accounting Standard 708 and 
Regulation No. 410/2009 Sb.
For simplified depreciation, the time of 
depreciation is fixed strictly by legislation 
for each kind of assets.
Changes in depreciation method No changes in the method of depreciation 
can be made.
A change in the method of depreciation can 
be made as of the first day of the following 
accounting period.
Depreciation policy Compiled by
Salvage value of assets May be applied
Accounting for depreciations The accounting unit decreases the value of the assets by the depreciation amount and 
increases the accounting costs. By doing this, the unit decreases its economic result. Book 
depreciations are charged to expense and as a simultaneous increase in accumulated 
depreciation by correlation MD 551/D 07X, 08X.
Source: own
It follows from the above comparison that there are significant differences in the regulation of depreciation of 
assets for entrepreneurs and for self-governing territorial units. As for the self-governing territorial units, these are 
not allowed to write off small long-term tangible assets, depreciation starts in the month which follows after the 
month in which the property was put into operation, the choice of depreciation method is strictly regulated by 
legislation, in the case of simplified depreciations, the amortization period is strictly stipulated in legislation, and 
changes in depreciation policy may be made on a regular basis.
3. Discussion
Book depreciations of assets have an effect not only on the economic activity of the accounting unit, but their 
correct execution and the resulting testifying value of the accounting reports have an effect on the planned expenses 
– the investment and subsidy policy of the state.
Self-governing territorial units should be allowed to write off small long-term tangible assets just like
entrepreneurs. According to the outcome of the survey, this type of assets represents up to 5% municipal assets. 
Self-governing territorial units should be allowed to start writing off assets in the month in which the assets were 
acquired. For instance, if a municipality acquires a property, say, on April 5th, there is little doubt that the property 
349 Martin Pernica and Helena Hanušová /  Procedia - Social and Behavioral Sciences  213 ( 2015 )  345 – 350 
will be made available for use in April. If book depreciations could be started in the month in which the long-term 
assets are acquired, it would be possible to reduce the depreciation for the first month in proportion to the number of 
days the assets were available for use. In the given case, the first book depreciation for the month of April would be 
25/30 = 83%. If depreciation was formally started on the day the assets were acquired, i. e. on April 5th, then it 
would be 26/30 = 86%.
Until 2012, self-governing territorial units were supposed to use the simplified method of depreciating assets, 
with fixed depreciation times stipulated in legislation. For instance, according to the “CZ-CPA” Classification, a car 
was classified in Accounting Group 4 with a depreciation time of 20 years. Starting from 2013, an accounting unit, 
according to this classification, must classify a car in the corresponding depreciation group after which it has two 
options: either respect the depreciation time stipulated in Regulation No. 410/2009 Coll., or model the depreciation 
policy on the estimated time of how long the long-term assets will be used. In my opinion, neither of these options is 
satisfactory. Considering contemporary safety, reliability, and environmental friendliness requirements, the 
estimated useful life can hardly be 20 years. According to previous research, companies usually replace their cars 
after 5 years or after mileage of 150, 000 km, depending on which occurs earlier (Pernica, Baštinec, 2012). Self-
governing territorial units are public corporations which manage their property and the state´s property. The cost of 
investment into the acquisition of long-term property represents a significant part of the expenses for which they 
receive financial means from the budget according to Act No. 243/2000 Coll. on Budgetary Allotment of Taxes. The 
Act No. 128/2000 Coll. on Municipalities, or Act No. 129/2000 Coll. on Regions stipulates a duty for the self-
governing territorial units to manage their property effectively. The state should regulate by legislation how the self-
governing territorial units can use their property. One of the suitable ways of doing this could be to determine time 
zones for the depreciation of various kinds of assets. 
Also, self-governing territorial units should not be allowed to change their method of depreciation of assets at the 
beginning of each accounting period. Property management requires planning investment and using the property. If 
the method of depreciation changes constantly, the financial reports have a low testifying value.
Conclusion
Accounting units have to charge accounting transactions, evaluate the assets, and use the principle of prudence to 
fulfil the principle of “true and fair view”. The aim is that each accounting operation should be accounted, valued 
and reported by the same way. Czech accounting legislation for entrepreneurs and self-governing territorial units is 
unfortunately still different. The pilot part of the research - semi-structured interview with municipality 
representatives revealed that the most significant problem from their point of view is depreciation of assets. From the 
comparison of current and relevant accounting legislation became apparent fundamental differences regarding the 
depreciation of assets by entrepreneurs and by self-governing territorial units. The self-governing territorial units are 
not allowed to write off small long-term tangible assets. This part of assets represents up to 5% municipal assets, 
which represents a significant part of total assets. Depreciation starts in the month which follows after the month in 
which the property was put into operation which is contrary to the principle of true and fair view of economic reality.
The choice of depreciation method is strictly regulated by legislation – the method of depreciation, the amortization 
period and the changes of depreciation plans. Based on comparing the Czech accounting legislation for 
entrepreneurs and that for organizations of public administration in the area of property depreciation, certain changes 
have been proposed in the methods of property depreciation currently used by self-governing territorial units. These 
changes should lead to the fulfillment of the True and Fair View Principle in bookkeeping and financial reporting.
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